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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  reply  of  the  Teachers' 
Retirement  System  is  included  in  the  back  of  this  report. 
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Limit  the  number  of  participants  attending  out-of- 
state  conferences. 

Agency  Reply:   The  Teachers'  Retirement  Board  will 
consider  our  recommendation  at  its  August  1977 
meeting.   See  page  12. 

Limit  payments  to  board  members  who  live  close  to 
the  board  meeting  site  and  who  can  travel  on  the 
same  day  the  meeting  is  conducted. 

Agency  Reply:   The  Teachers'  Retirement  Board  will 
consider  our  recommendation  at  its  August  1977 
meeting.   See  page  12. 

Schedule  board  meetings  outside  of  Helena  so  that  the 
state  incurs  a  minimum  of  travel  expense. 

Agency  Reply:   The  Teachers'  Retirement  Board  will 
consider  our  recommendation  at  its  August  1977 
meeting.   See  page  12. 

Record  sick  leave  charges  and  credits  to  the  nearest 
full  hour  when  posting  transactions  to  employees' 
leave  records . 

Agency  Reply:   Concur.   See  page  13. 

Post  all  leave  transactions  to  employees'  leave 
records. 

Agency  Reply;   Concur.   See  page  13. 

Document  all  sick  and  annual  leave  charges. 

Agency  Reply:   Concur.   See  page  13. 

Comply  with  Management  Memo  1-75-17A  governing  the 
administration  of  compensatory  time. 

Agency  Reply:   Concur.   See  page  13. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Establish  controls  over  fixed  assets  in  compliance 

with  Management  Memo  70-17  dated  June  26,  1970.  5 

Agency  Reply:   Concur.   See  page  13. 
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PREFACE 
This  report  discusses  the  financial  activities  and  operations  of 
the  Teachers'  Retirement  System  (TRS) .   We  limited  our  audit  scope  for 
TRS  to  the  earmarked  revenue  account  that  pertains  to  the  administrative 
operations  of  the  agency.   The  public  accounting  firm  of  Holmes  and 
Turner,  Bozeman,  released  a  separate  report  on  the  trust  fund  activities 
of  TRS. 


STATE  OF  MONTANA 


MORRIS  L    BRUSETT 
LEGISLATIVE  AUDITOR 


Mfxtt  itt  tht  ^tj^hhii'ixt  ^nitxlixx 


STATE  CAPITOL 
HELENA,  MONTANA  59601 

406/449-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JOSEPH  J.  CALNAN 
ADMINISTRATION  AND 
PROGRAM  AUDITS 

ELLEN  FEAVER 

FINANCIAL-COMPLIANCE  AND 
CONTRACTED  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W.   NORTHEY 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Teachers'  Retirement 
System  as  of  June  30,  1976,  and  the  related  statements  of  operations 
listed  in  the  table  of  contents  of  this  report  for  the  year  then  ended. 
Our  examination  included  only  the  administrative  accounts  of  the  Teachers' 
Retirement  System  and  did  not  include  the  trust  fund  activities,  which 
were  audited  by  other  accountants.   Our  examination  was  made  in  accord- 
ance with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

The  Teachers'  Retirement  System  has  not  maintained  a  record  of  its 
general  fixed  assets,  and  accordingly  a  statement  of  general  fixed 
assets,  required  by  generally  accepted  accounting  principles,  is  not 
included  in  the  financial  report. 

In  our  opinion  the  aforementioned  financial  statements  present 
fairly  the  financial  position  of  the  Teachers'  Retirement  System  as  of 
June  30,  1976,  and  the  results  of  its  operations  and  the  changes  in  its 
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financial  position  for  the  year  then  ended,  in  conformity  with  generally 
accepted  accounting  principles  applied  on  a  basis  consistent  with  that 
of  the  preceding  year. 

Respectfully  submitted. 


August  27,  1976 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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COMMENTS 
GENERAL 

Chapter  87,  Laws  of  1937,  created  the  Teachers'  Retirement  System 
(TRS)  to  improve  the  educational  system  in  the  state  by  offering  retire- 
ment benefits,  disability  benefits  and  survivors'  benefits  to  teachers. 
The  Teachers'  Retirement  Board  is  comprised  of  the  Superintendent  of 
Public  Instruction  and  four  members  appointed  by  the  Governor  to  four- 
year  terms.   Two  members  are  from  the  teaching  profession  and  are 
members  of  the  system,  and  two  members  are  appointed  as  representatives 
of  the  public.   During  fiscal  year  ended  June  30,  1976,  the  board  employed 
an  executive  secretary  and  eight  full-time  employees  to  conduct  the 
business  of  the  system. 

The  cost  of  administering  the  retirement  system  during  fiscal  year 
1975-76  was  approximately  $224,000.   These  costs  were  paid  from  interest 
and  other  earnings  realized  on  the  moneys  of  the  retirement  system. 
Moneys  to  pay  administrative  expenses  are  transferred  from  the  Teachers' 
Retirement  Pension  Accumulation  Fund  to  the  Earmarked  Revenue  Fund  as 
needed,  within  appropriation  and  budget  amendment  limits. 

Section  82A-212,  R.C.M.  1947,  allocates  the  Teachers'  Retirement 
System  to  the  Department  of  Administration  for  administrative  purposes. 
The  board  exercises  its  policy  making  functions  independently  of  the 
department  and  without  the  approval  or  control  of  the  department.   The 
Department  of  Administration  directs  and  supervises  the  budgeting, 
record  keeping,  reporting  and  related  administrative  and  clerical  func- 
tions of  the  system;  however,  the  board  hires  its  own  personnel. 
TRAVEL 

Out  of  state  travel  costs  are  attributable  primarily  to  the  annual 
week-long  National  Council  on  Teachers'  Retirement  meetings  which  are 
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held  at  various  locations  throughout  the  United  States.   For  fiscal  years 
1975-76  and  1976-77,  these  conferences  were  held  in  Houston,  Texas  and 
Honolulu,  Hawaii.   Teachers'  Retirement  System  representatives  attended 
these  meetings  at  a  cost  of  approximately  $3300  and  $4500,  respectively. 

Most  board  members,  along  with  the  executive  secretary  and  the 
assistant  executive  secretary,  attended  these  conferences.   The  executive 
secretary  stated  that  this  is  the  only  conference  where  all  board  members 
and  administrative  staff  are  able  to  participate  in  teachers'  retirement 
workshops  on  a  national  level.   While  representation  at  such  conferences 
may  be  beneficial  to  the  retirement  system,  the  board  should  limit  the 
number  of  participants  attending  these  conferences. 

Most  in-state  travel   by  board  members  and  system  employees  was  to 
attend  monthly  board  meetings.   These  meetings  are  frequently  held  in 
Helena,  although  other  meetings  are  conducted  around  the  state  to  allow 
members  an  opportunity  to  attend.   When  conducting  meetings  in  Helena, 
board  members  travel  to  Helena  the  evening  before  the  next  day's  board 
meeting.   We  noted  three  instances  where  one  board  member  was  compensated 
for  lodging  and  an  evening  meal  allowance  when  his  place  of  residence  is 
only  35  miles  from  Helena.   The  executive  secretary  explained  that  board 
members  conduct  informal  meetings  the  evening  prior  to  the  actual  board 
meeting. 

During  August  1975  the  Teachers'  Retirement  System  held  a  board 
meeting  in  Billings  on  a  Friday  afternoon.   All  but  one  board  member  and 
the  assistant  executive  secretary  arrived  at  the  meeting  site  on  Thursday 
evening.   The  board  members  and  employees  returned  from  Billings  on 
Saturday.   As  a  result,  most  persons  attending  the  meeting  were  reimbursed 
for  two  nights'  lodging  and  meal  allowances;  three  board  members  received 
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per  diem  for  three  days.   The  per  diem  payments  are  made  under  statutes 
permitting  $25  for  each  day  the  board  members  conduct  state  business. 
One  board  member  remained  in  Billings  until  Sunday  and  received  reimburse- 
ment for  the  entire  stay. 

Board  meetings  outside  of  Helena  should  be  scheduled  to  minimize 
travel  expenses.   Meetings  in  Helena  could  be  scheduled  to  allow  those 
living  close  to  Helena  to  arrive  and  depart  the  same  day.   These  actions 
should  result  in  a  considerable  savings  in  the  TRS  travel  expenditures. 
Even  though  travel  represents  only  a  small  portion  of  the  board's 
operating  expense  ($5,556  out  of  $113,180  during  fiscal  year  1975-76), 
TRS  could  achieve  economy  in  this  area  by  revising  its  present  travel 
policies. 

RECOMMENDATION 

We  veaommend  that  TRS: 

1.  Limit  the  number  of  participants  attending  out-of-state 
conferences . 

2.  Limit  payments  to  board  members  who  live  close  to  the 
board  meeting  site  and  who  can  travel  on  the  same  day  the 
meeting  is  conducted. 

3.  Schedule  board  meetings  outside  of  Helena  so  that  the 
state  incurs  a  minimum  of  travel  expense. 

EMPLOYEE  LEAVE  RECORDS 

Sick  leave  transactions  posted  to  each  employee's  leave  records  are 
not  being  recorded  to  the  nearest  full  hour  as  required  by  the  Montana 
Administrative  Manual.   We  also  noted  several  cases  where  sick  and 
annual  leave  charges  posted  to  the  employee  leave  records  were  not 
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documented  in  writing  as  required  by  Department  of  Administration 
regulations. 

We  found  two  other  instances  where  employee  leave  transactions  were 
not  posted  to  the  employees'  leave  records.   We  talked  with  one  employee 
who  stated  that  she  had  worked  a  considerable  amount  of  overtime; 
however,  permission  to  earn  and  take  off  compensatory  time  had  been 
strictly  verbal.   In  addition,  compensatory  time  earned  and  used  for 
this  employee  had  not  been  posted  to  the  employee's  leave  record.   The 
official  responsible  for  maintaining  employee  leave  records  stated  that 
he  was  not  aware  of  the  latest  management  memo  regarding  compensatory 
time.   That  memo  requires  reporting  and  recording  compensatory  time  as 
well  as  advance  approval. 

RECOMMEWATION 

We  veoonmend  that  TRS: 

1.  Reaord  sick  leave  charges  and  credits  to  the  nearest  full 
hour  when  posting  transactions  to  employees'   leave 
records. 

2.  Post  all   leave  transactions  to  employees  '   leave  records. 

3.  Document  all  sick  and  annual   leave  charges. 

4.  Comply  with  Management  Memo  1-7 5- 17 A  governing  the 
administration  of  compensatory  time. 

FIXED  ASSETS 

Management  Memo  70-17,  dated  June  26,  1970,  states  that  "each 
agency  is  responsible  for  the  management  of  all  state  property  within 
their  jurisdiction."  This  includes  maintaining  records  to  identify  all 
fixed  assets. 
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We  found  the  following  weaknesses  in  our  review  of  internal  control 
over  equipment  at  the  Teachers'  Retirement  System: 

1.  Physical  inventories  of  all  fixed  assets  are  not  being  taken 
each  fiscal  year. 

2.  Up-to-date  fixed  asset  inventory  listings  do  not  exist. 

3.  Identification  markers  are  not  placed  on  each  equipment  item. 
Annual  inventories  and  identification  markers  on  each  equipment 

item  are  necessary  to  provide  physical  safeguards  over  state-owned 
property. 

RECOMMEmATION 

We  recommend  that  TRS  establish  controls  over  fixed  assets  in 
compliance  with  Management  Memo  70-17  dated  June  26^    1970. 

FINAL  COMMENTS 

We  have  reviewed  this  report  with  the  executive  secretary  of  the 
Teachers'  Retirement  System.   The  full  text  of  his  written  response 
to  the  report  begins  on  page  12. 

We  wish  to  express  our  appreciation  to  the  executive  secretary 
and  his  staff  for  their  cooperation  and  assistance  during  the  audit. 
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FINANCIAL  STATEMENTS 


TEACHERS'  RETIREMENT  SYSTEM 


EARMARKED  REVENUE  FUND 


BALANCE  SHEET 


JUNE  30,  1976 


ASSETS 

Cash  in  Treasury 

Total  Assets 

LIABILITIES  AND  FUND  BALANCE 

Accrued  support  expenditures 
Fund  balance 

Total  Liabilities,  Reserves  and 
Fund  Balance 


$21,284 
$21,284 


$18,530 
2,754 


$21,284 


(See  Accompanying  Notes) 
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TEACHERS'  RETIREMENT  SYSTEM 
EARMARKED  REVENUE  FUND 
STATEMENT  OF  SUPPORT  EXPENDITURES  COMPARED  WITH  APPROPRIATIONS 
Fiscal  Year  Ended  June  30.  1976 

Legislative     Budget      Total  Unexpended 

Appropriations   Amendments   Available   Expenditures    Balance 

Teachers' 

Retirement  ERA        $212.999     $20.213     $233,212    $223.752      $9.460 


TEACHERS'  RETIREMENT  SYSTEM 
EARMARKED  REVENUE  FUND 
STATEMENT  OF  INCOME  COMPARED  WITH  INCOME  ESTIMATES 
Fiscal  Year  Ended  June  30.  1976 


Income  Category  Estimated  Actual 

Income  Transfers  $157.605  $233.212 


(See  Accompanying  Notes) 
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TEACHERS'  RETIREMENT  SYSTEM 


STATEMENT  OF  EXPENDITURES  BY  OBJECT 


Fiscal  Year  Ended  June  30,  1976 


EXPENDITURE  OBJECT 

Personal  Services 

Salaries 

Other  Compensation 

Employee  Benefits 
Total  Personal  Services 

Operating  Expenses 

Contracted  Services   (Note  7) 

Supplies  and  Materials 

Communications 

Travel 

Rent    (Note  4) 

Utilities 

Repairs  and  Maintenance 

Other  Expenses 
Total  Operating  Expenses 

Equipment 

TOTAL  EXPENDITURES 


(See  Accompanying  Notes) 


Teachers ' 
Retirement 
Program 


$  96^ 

,015 

1, 

,550 

12. 

,075 

109, 

,640 

74. 

,062 

4. 

,827 

9. 

,152 

5. 

,556 

17. 

,099 

1. 

,388 

664 

432 

113. 

,180 

932 

$223, 

.752 
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TEACHERS'  RETIREMENT  SYSTEM 

EARMARKED  REVENUE  FUND 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

Fiscal  Year  Ended  June  30,  1976 

Fund  Balance,  July  1,  1975  $    (552) 

Additions: 

Income  233,212 

Total  Fund  Balance  and  Additions  232,660 

Deductions: 

Expenditures  223,752 

Prior  Year  Expenditure  Adjustment  (Note  8)           6,154 

Total  Deductions  229,906 

Fund  Balance,  June  30,  1976  $  2,754 


(See  Accompanying  Notes) 
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TEACHERS'  RETIREMENT  SYSTEM 

Notes  to  the  Financial  Statements 
Fiscal  Year  Ended  June  30,  1976 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS) . 

The  State  of  Montana  utilizes  the  modified  accrual  basis  of  accounting. 
Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  in  cash.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be  accrued  as  expendi- 
tures as  provided  by  law."   (Montana  Administrative  Manual  2-0240.40) 

2.  RETIREMENT  PLAN 

Employees  of  the  Teachers'  Retirement  System  are  covered  by  the 
Public  Employees'  Retirement  System,  a  contributory  plan  under  which  the 
state  contributes  5.55  percent  of  an  employee's  gross  wages  and  the 
employee  contributes  6  percent  of  his  gross  wages  to  the  plan.   TRS 
incurred  pension  costs  of  $4,982  during  fiscal  year  1975-76.   The  state 
funds  accrued  pension  costs. 

3.  VACATION  AND  SICK  PAY 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick 
pay  are  not  recorded.   The  related  expenditures  are  recorded  when  paid. 
Permanent  employees  are  allowed  to  accumulate  and  carry  over  into  a  new 
calendar  year  a  maximum  of  twice  their  annual  accumulation  of  vacation. 
Upon  termination,  qualifying  permanent  employees  having  unused  accumulated 
vacation  and  sick  leave  receive  payment  for  vacation  on  a  100  percent 
basis  and  sick  leave  on  a  25  percent  basis.   The  amount  of  the  liability 
associated  with  unused,  accumulated  vacation  and  sick  leave  at  June  30, 
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1976,  is  maintained  on  an  hourly  basis  rather  than  by  dollar  amount. 
The  monetary  liability  is  not  calculated  until  an  employee  terminates. 

4.  LEASE  COMMITMENTS 

The  Teachers'  Retirement  System  Agency  Fund  owns  the  land  and 
building  housing  the  retirement  system's  offices.   The  system  pays  rent 
to  the  Agency  Fund  in  accordance  with  an  annual  lease  totaling  $12,500. 

5.  ADMINISTRATIVE  COSTS 

The  budget  for  administering  the  retirement  system  is  approved 
annually  by  the  retirement  board.   Administrative  costs  are  paid  from 
interest  and  other  earnings  realized  on  the  moneys  of  the  retirement 
system.   Moneys  to  pay  these  costs  are  transferred  from  the  Teachers' 
Retirement  Pension  Accumulation  Fund  to  the  Earmarked  Revenue  Fund  as 
needed,  within  appropriation  and  budget  amendment  limitations. 

6.  GENERAL  FIXED  ASSETS  AND  DEPRECIATION 

General  fixed  assets  purchased  are  recorded  as  expenditures  in  the 
various  funds  at  the  time  of  purchase.   There  are  no  accounting  controls 
for  the  general  fixed  assets  group  of  accounts,  and  depreciation  is  not 
provided  on  general  fixed  assets. 

7.  CONTRACTED  SERVICES 

During  fiscal  year  1975-76,  TRS  spent  approximately  $74,000  for 
contracted  services.   These  costs  are  primarily  for  data  processing 
charges  and  actuarial  consulting  and  evaluation  services. 

8.  PRIOR  YEAR  EXPENDITURE  ADJUSTMENT 

The  amount  shown  as  a  prior  year  expenditure  adjustment  represents 
June  1975  data  processing  charges  which  were  erroneously  omitted  during 
fiscal  year  1974-75. 
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AGENCY  REPLY 


The  Teachers  Retirement  System 


State  of  Montana 

1500  Sixth  Ave.  Phone  406-449-3134 

HELENA,  MONTANA  59601 


RFnPiVFQ 

J  UN  2  2  1977 

MONTANA  LEGISLATIVE  AUDITOR 


MEMBERS  OF  THE  BOARD 

J.  WILLIAM  KEARNS,  JR  ,  Townsend,  Chairman 
JAMES  E    BURKE,  Livingston 
JAMES  N    DENNEHY,  Butte 
LORENCE  B.  SIMONSEN,  Shelby 
GEORGIA  RICE 

State  Supt    of  Public  Instruction,  Ex  Officio 


OWEN  L    MORRIS,  JR  ,  Executive  Secretary 

F.  ROBERT  JOHNSON,  Ass't    Executive  Secretary 


June  21,  1977 


Morris  L.  Brusett 
Legislative  Auditor 
Capitol  Building 
Helena,  Montana   596  01 

Dear  Mr.  Brusett: 

The  following  is  our  reply  to  the  recommendations  contained 
in  your  final  report  on  the  audit  of  the  Teachers'  Retire- 
ment System  Earmarked  Revenue  Fund  for  the  fiscal  year  ended 
on  June  30,  1976. 

PAGE  -  3   RECOMMENDATION 

We  recommend  that  TRS : 

1.  Limit  the  number  of  participants  attending  out-of- 
state  conferences. 

2.  Limit  payments  to  board  members  who  live  close  to 
the  board  meeting  site  and  who  can  travel  on  the 
same  day  the  meeting  is  conducted. 

3.  Schedule  board  meetings  outside  of  Helena  so  that 
the  state  incurs  a  minimum  of  travel  expense. 

REPLY: 

These  recommendations  will  be  presented  to  the  Teachers' 
Retirement  Board  at  its  next  regular  meeting  to  be  held  in 
August.   Their  reply  will  be  forwarded  to  you  at  that  time. 
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Morris  L.  Brusett 
Page  -2- 
June  21,  1977 

PAGE  -  4   RECOMMENDATION 

We  recommend  that  TRS : 

1.  Record  sick  leave  charges  and  credits  to  the  nearest 
full  hour  when  posting  transactions  to  employees' 
leave  records. 

2.  Post  all  leave  transactions  to  employees'  leave 
records. 

3.  Document  all  sick  and  annual  leave  charges. 

4.  Comply  with  Management  Memo  1-75-17A  governing  the 
administration  of  compensatory  time. 

REPLY 

Concur.   We  are  now  complying  with  all  four  recommendations. 

PAGE  -  5   RECOMMENDATION 

We  recommend  that  TRS  establish  controls  over  fiscal  assets 
in  compliance  with  Management  Memo  70-17  dated  June  26,  1970. 

REPLY 

Concur.   Physical  inventory  of  fixed  assets  will  be 
conducted  as  of  June  30,  1977  and  identification  markers  will 
be  placed  on  each  equipment  item. 

Sincerely, 


7 


5wen  L.  Morris,  Jr. 
Executive  Secretary 


PP 
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